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. INTRODUCTION
B. Nature of Filing

2. Important Conditions to Implementation

a Conditions Applicable to All Fling Utilities

[...
3. RTO Wes's successful completion of the underwriting process to obtain the
insurance required by the Agreement Limiting Liability Among RTO West Participants.
(The form of Agreement Limiting Liability Among RTO West Paticipants is attached to
this filing as Attachment Y; Attachment Z to this filing contans a summary of its
provisons. Section V.C. 7 explans why this agreement is criticd to RTO West
implementation.)

]

V. DESCRIPTION OF RTO PROPOSAL AND HOW IT MEETS ORDER
2000 REQUIREMENTS

C. RTO Wes Contract Structure

7. Agreement Limiting Liability Among RTO West Participants
The Transmisson Operating Agreement includes a provison, Section 17, which
requires paties executing a Transmisson Operaing Agreement to adso execute a

multiparty Agreement Limiting Ligbility Among RTO Wes Paticipants (the “Lidbility
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Agreement”).  The Liability Agreement is atached to the Transmisson Operating
Agreement as an Exhibit.

The Ligbility Agreement is intended to limit the liability of parties to RTO West
to manageable and insurable levels. It is contemplated that the parties Sgning Generation
Integration Agreements and Load Integration Agreements would be smilarly required to
become sgnaories to the Liability Agreement. This understanding is centrd to the
ovedl plan to manage RTO Wes risk exposure.  (Included in Stage 1 filing as
Attachment Y; in addition, Attachment Z contans a summary of the Liability Agreement
and an explanation of its importance to the RTO West participants.)

The key objectives of the Liability Agreement include:

Preservation of the status quo among Northwest control aress,
Reduction of liability insurance cods,

Reduction or dimingtion of litigation over the “causs’ of dectric system
property damage;

Enabling smdl utility sysems and generdors to paticipae in RTO West
\giéhout having to insure agang the risk of cascading service interruptions,
Keeping RTO West financidly vigble.

These objectives are accomplished through a “no fault” liability structure for
eectric sysem property damege, a taiff limitation of liability for service interruptions,
and indemnity provisonsfor bodily injury dams

The concept of a multiparty agreement limiting ligbility was reported to the RRG.
Because this concept was addressed late in the RRG process, there was at that time no
draft of an agreement for parties to review. The concepts accepted by the Legal Work

Group were asfollows:
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A. For contact with lines or equipment of a transmisson, generation or
digribution owner, the party that operates or maintans the sysem would
hold other parties harmless from bodily injury clams.

B. For end use customers clams, RTO West would maintain $150 million of
generd liadbility insurance, and $150 million of erors and omission
insurance, provided that the region would seek to obtain continuity of
savice taiff limitations in RTO Wed taiffs to attempt to keep this
ligbility expaosure within a managesble range.

C. With limited exceptions, fird party property damage between RTO West
participants would be released, and each party would undertake to insure
and protect its own property.

D. Consquential  damages among RTO West paticipants arising from
participation in RTO West would be generdly waived.

E Replacement power cods and defined opportunity costs would be
recoverable from RTO West in the event that a wrongful dispatch order
was issued by RTO West and caused damage to a party, provided that no
party would be required to follow an unauthorized dispatch order.

Drefting occurred & medtings of the filing utiliies on September 25 and
September 26, 2000, to which dl parties previoudy paticipating in the Liability and
Insurance Legd Work Group subgroup were invited. However, attendance at these
medtings was comprised primarily of filing utiliies risk manages and dtorneys.
Consequently, many parties to the public process will be seeing this document for the

fird time as a pat of this filing proposa. For example, the discusson and decison to
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make participation mandatory did not take place until the meetings of September 25 and
26, 2000.

The need for an agreement limiting ligbility arises from a combination of the need
to ded with the exiging agreement among Northwest parties limiting ligbility, known as
the Agreement Limiting Liability Among Wesern Interconnected Systems (‘WIS
Agreement”)! executed in 1972, together with the need to address the potentia that RTO
West could be found to have assumed a duty to manage and operae the transmission
system subject to its control for the purpose of preventing interruption of retall service
due to transmisson falures. Presently, under the WIS Agreement and WSCC Agreement
and Bylaws, dectric systems specificaly do not assume such a duty toward other eectric
gysdems.  Vediges of sovereign immunity protect governmenta entities (composing over
80% of the dectric sysems in the Northwest) and investor-owned systems have the
bendfit of sate tariffs limiting ligbility asacondition of goproved rates.

Absent the adoption of smilar measures as a condition of Commission-approved
transmisson rates, RTO Wegt, as a nonprofit corporation, will neither have the benefit of
overeign immunity presently avallable to governmentd entity participants in the region,
nor have the bendfit of taiff protections limiting ligbility presently in exigence for
investor-owned participants under state-gpproved tariff rate dructures exising in the
region. The WIS Agreement has worked well for the region for nearly thirty years.

The limitation of liability model adopted by RTO West attempts to preserve the
daus quo exiging in the rae dructure of Northwest utilities by continuing voluntary

limitations of liability among participants that presently exis under terms of the WIS
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Agreement, and by providing for limitations of ligbility under a continuity of service
tariff provison smilar to what presently exigs for investor-owned transmisson utilities
operating under tariffs gpproved by respective sate commissons in the region. The
filing utilities contemplate that RTO West would purchase generd liability, errors and
omisson, directors and officers liability, and other insurance cusomary in the indudry,
as a cost of doing busness. However, preservation of terms of the WIS Agreement and
goprova  of taiff limitations of liability as a condition of rates approved by the
Commisson are deemed essentid to maintaining the reasonableness of rates within the
region, while ensuring the continuing avalability of insurance and avoiding the potentid

for catastrophic liability in the event of amgjor transmisson outage.

! The WIS Agreement was filed with the Commission in 1994 and was noted as a submittal that did
not need to befiled. Director’s Letter for D. Gelinasto J. Miller, Docket No. ER94-254, et al ., issued on
October 13, 1994,
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